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Moratorium Upon War Debts 


HE proposal by President Hoover for 

the postponement one year of all 

payments upon  intergovernmental 

debts related to the war, including 

reparations and relief debts, has met 
with spontaneous and universal acclaim. A 
like situation never existed before, and from 
no other source could this proposal have come 
with like effect, the United States being the 
ultimate creditor of all the countries involved 
in the network of obligations arising out of the 
war. 

Europe is suffering from a complex of po- 
litical, financial and business troubles, present- 
ing a situation which has been grave for some 
time and early in the past month became 
critical. A shock was given to European fi- 
nancial centers in May by the revelation that 
the Credit Anstalt, the largest bank in Vienna, 
an old and highly regarded institution, had 
suffered losses possibly equal to its entire 
capital funds. In the last five years in efforts 
to support the Austrian credit situation, and 
with the approval of the Austrian Govern- 
ment, the Credit Anstalt had taken over two 
other important banks in Vienna, with the 
result that two-thirds of the industries of 
Austria are said to be dependent upon the 
one institution. The menace to the industrial 
life of the country was so serious that the 
Government of Austria felt compelled to take 
action to sustain public confidence. It sub- 
scribed 100,000,000 Austrian schillings (ap- 
proximately $14,000,000) to replace the lost 
capital, to which was added subscriptions of 
20,000,000 schillings each by the Austrian Na- 
tional Bank and the Austrian house of Roths- 
child, a member of the latter being Chairman 
of the Credit Anstalt. 

However, the facts having become public, 
heavy withdrawals on account of both domes- 
tic deposits and foreign bank credits began, 
which involved demands on the Austrian Na- 
tional Bank, the currency-issuing institution, 
which was established in 1922 with the aid 
of a loan negotiated under the auspices of the 
League of Nations. A group of central banks, 
headed by the Bank for International Settle- 
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ments, came to the support of this institu- 
tion, by purchasing from it commercial bills 
to the amount of 100,000,000 Austrian schil- 
lings or approximately $14,000,000. Mean- 
time, the Austrian Parliament took action to 
stop the withdrawal of funds, by guaranteeing 
the payment. of a large sum of short-term 
foreign credits to the Credit Anstalt, and 
eventually extended the guaranty to include 
the domestic deposits. 

To finance itself for these undertakings the 
Austrian Government applied to the League 
of Nations Commission on Austrian Control 
for permission to issue a loan for 150,000,000 
schillings (approximately $21,000,000) in the 
form of two or three-year Treasury notes, and 
permission was granted. It was proposed to 
place this loan in Paris, Berlin, London and 
New York, but on account of delay and the 
importance of affording prompt support to the 
Austrian Government the Bank of England 
assumed the responsibility of making a tem- 
porary loan of the entire amount, which be- 
came available on June 16. Sir Robert 
Kindersley, a director of the Bank of England, 
heads an important committee of foreign 
bankers that has been in Vienna for the pur- 
pose of dealing with this situation at first 
hand. 

The troubles of the Credit Anstalt, repre- 
senting as they do the consolidated troubles 
of three important Vienna banks, are signifi- 
cant of the post-war situation in much of Cen- 
tral Europe and particularly of Vienna, an 
imperial city bereft of its empire. 


The Situation in Germany 


Apparently the crisis in Austria had a reac- 
tion upon the situation in Germany, although 
German banks were not largely involved in 
Austria. However, owing to a scarcity of 
working capital, Germany, like Austria, has 
been dependent upon important sums of short- 
term money from outside, and the political 
situation in Germany has been much dis- 
turbed. The present administration, headed 
by Premier Bruening, is supported by a coali- 
tion of parliamentary groups, including the 
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Social Democratic party. The Premier and 
Cabinet are well intentioned toward Ger- 
many’s international obligations and the main- 
tenance of existing social institutions, but 
their parliamentary support has been uncer- 
tain. It will be remembered that an election 
in Germany last September resulted in a gain 
for the radical groups which, although far 
from co-operation in most respects, were 
agreed upon repudiation of the Young agree- 
ment. Asa result of the excitement over the 
election several hundred millions of dollars of 
liquid capital were withdrawn from Germany 
at that time. 


Naturally the Bruening government is 
weakened, and the radical groups in the Par- 
liament are aided, by the industrial depression 
and by the popular reaction against govern- 
mental acts to economize in expenditures or 
increase revenues to balance the budget, un- 
avoidable though such acts may be. Govern- 
ment revenues have been declining, a serious 
deficit has been accruing, and early in the last 
month, the Government put into effect by 
Presidential decree another series of wage 
reductions in the public service, including the 
railway service, together with heavy addi- 
tional taxes. Under the constitution of Ger- 
many such action may be taken by executive 


authority in an emergency when the Par- 


liament is not in session, subject to repeal 
when this body convenes. Parliament ad- 
journed in April until October. An effort was 
made to reconvene it for the purpose of re- 
voking the decree, and at first made an alarm- 
ing showing of support, not only in the Social 
Democratic party but in the Peoples’ Party, 
both necessary to the Bruening government. 
However, the personal strength of Bruening, 
and belief that he was the one man for the 
hour, held both of these parties to him, but 
the alarm engendered by this situation started 
another drain of reserves from the Reichs- 
bank, similar to that which occurred last 
September, but in larger volume. The dis- 
count rate was raised from 5 to 7 per cent on 
June 13, as a means of tightening the money 
market and affording an inducement for for- 
eign money to remain, but little effect was 
noticeable until President Hoover’s mora- 
torium proposal was made public on June 21. 


The Reichsbank statement as of June 23, 
1931, discloses the gold and foreign exchange 
losses incurred from May 3lst as follows: 


Reichsbank Statement 
(in Millions of Reichsmarks) 





Change 

May 23, May 31, June23, Since 

1931 1931 1931 May 31 

Gold Holdings ... 2,370 2,390 1,411 — 979 
Foreign Exchange 171 186 90 — 96 
Total 2,541 2,576 1,501 —1,075 





Change 
May 23, dune 23, Sirce 
1931 1931 May 23 
Bills Discounted & 

AGVANCES eccoccsoee 1,497 2,415 + 918 
Circulation ......... 8,751 3,726 — 25 
Ratio of Gold & 

For. Exchange 

to Circulation.. 68.0% 40.2% 


Legal minimum gold and foreign exchange cover 

required — 40 percent. 

The loss of gold and foreign exchange had 
reached the figure of 1,075 million reichsmarks 
in three weeks. This figure does not include 
losses in the foreign exchange reserve in- 
cluded under other items. The total probably 
was greater, possibly 1,250 million reichs- 
marks, 

The statement also shows to what extent 
the Reichsbank replaced foreign credits 
through its own discounts. Compared with 
the corresponding date in May, the bills re- 
discounted and advances rose 918 million 
reichsmarks. Circulation remained practically 
unchanged. 

The Hoover proposal stopped the outflow 
for a few days, and even caused a slight re- 
turn movement from nearby countries, but 
with uncertainty as to full acceptance of the 
proposal, exchange weakened again. The 
ratio of gold and foreign exchange cover to 
currency in circulation on June 23, as shown 
by the above table, was 40.2, barely above the 
legal minimum, as fixed by the Dawes plan. 
At this point the Federal Reserve Bank of 
New York acting for other ‘Reserve banks 
with itself, the Bank of France, the Bank of 
England and the Bank for International Settle- 
ments, joined in providing a credit of $25,000,- 
000 each, a total of $100,000,000, or nearly 
400,000,000 reichsmarks, to meet the special 
demands always arising on account of month- 
end settlements. 


The German Position 


The decree put into effect by the German 
Government was accompanied by a public 
statement in very serious vein, appealing to 
the patriotism of the German people, deprecat- 
ing partisan strife, and urging that the entire 
nation be united in meeting the emergency. 
At the same time it formally affirms to the 
world that “the presuppositions upon which 
the Young Plan came into being have been 
shown by the course of world events to have 
been wrong.” It says that whereas the plan 
was intended to reduce the burden upon the 
German people, and at first gave promise of 
doing so, the burden in fact has been increased. 

The statement is virtually an appeal for a 
reconsideration of the last reparations settle- 
ment, on the ground that Germany’s ability 
to pay has been affected by a world crisis such 
as nobody foresaw when the agreement was 
made. 
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The Young Plan itself contains a provision 
under which the German Government on its 
own initiative may postpone a portion of the 
payments for two years. The non-postponable 
payments consist only of those based upon 
a special tax levied on the German state rail- 
ways, amounting to 660,000,000 marks or ap- 
proximately $157,000,000, per year. Under the 
Dawes Plan this claim on the railways was 
represented by first mortgage bonds, which 
were considered an excellent security. In the 
Young Plan the bonds were done away with, 
leaving the railways clear of debt, but a tax 
upon the railway system equal to the interest 
and amortization payments on the former 
bonds is imposed by the German government 
and appears in the budget on both sides, since 
the government is responsible for this sum. 
Although this tax was counted a certain re- 
source the decline of traffic last year was such 
that ordinary net operating income amounted 
to only 479,964,369 marks, or nearly 180,000,- 
000 marks short of the tax for reparations. 
The railways, however, were able to cover the 
full amount from previously earned surplus 
and certain claims on the Government. 

It is proper to say that Germany is not the 
only country that has a budget deficit; nearly 
all are in a like predicament, but it is also true 
that in a period of universal stress payments 
from one country to another may occasion es- 
pecial difficulties and debts representing for- 
eign political obligations may have dangerous 
social reactions. 

In the first five months of 1931 Germany 
has had an excess of exports over imports 
larger than in the corresponding months of 
1930, but both exports and imports have di- 
minished, the latter by the larger amount, 
hence the situation is by no means reassuring 
to an observer looking for signs of prosperity 
either for Germany or the world. 

In brief, the economic and political situation 
throughout Central Europe is under great 
strain, and the information which has come to 
President Hoover through official channels, 
and that which is available to the public, alike 
give warning that the situation should be 
brought under the cooperative control of the 
nations most concerned in the maintenance 
of peace and order and the revival of world 
prosperity. 


The Pressure Upon German Finance 


Although reparations and intergovernmental 
debts are not in themselves a large factor in 
the aggregate of world trade and capital move- 
ments, they bear with particular weight upon 
Germany as the ultimate debtor, and the pres- 
sure is intensified by the worldwide industrial 
depression. Undoubtedly the German people 
feel that their burden under the reparations 


agreement has been greatly increased and at 
the moment it seems heavier than they can 
bear. Reparations are regarded, not as a debt 
for which value was received, but as a political 
tribute exacted by victorious enemies, and have 
become an acute issue in domestic politics. The 
political and financial disturbance has affected 
the credit of Germany abroad, and even the 
confidence of the German people themselves 
in their ability to maintain stable political and 
financial conditions. Of the ultimate sound- 
ness and strength of the German economy 
there can be no doubt but at this time the 
country is dependent upon large amounts of 
foreign short-term credits, withdrawals of 
which are a menace to the country’s gold re- 
serves. This is a matter of great concern in 
Germany and of international concern as well. 
Twice now within less than one year these 
disturbing movements have occurred. 


Private Debts Not Affected 


President Hoover’s proposal does not con- 
template any moratorium upon private debts, 
or even upon the loan of 300,000,000 dol- 
lars which was distributed in several mar- 
kets under the Young plan. It does not affect 
the Dawes loan or any of the German state, 
municipal, or corporate loans sold in foreign 
markets, the proceeds of which have been re- 
ceived by the borrowers. It relates wholly to 
intergovernmental obligations, which differ 
from obligations sold on the public markets 
and widely distributed to individual buyers. 
In debts due a government, the government, 
through its constituted authority, can deter- 
mine what course is for the best interests of 
its people as a whole. This is the same as in 
case of a debt due a single individual who can 
decide whether his interest lies in insisting 
upon the letter of his obligation or giving his 
creditor time, or even releasing him. Where 
debts are due a great number of individuals, 
it is difficult if not impossible to obtain the 
consent of all the individuals to a change of 
the terms of their contract. An attempt to 
change the contract by the debtor without 
the consent of its creditors gives rise to a 
doubt as to the effectiveness of the debtor’s 
promise, and thus is destructive of the debtor’s 
credit in particular and of governmental 
credits in general. It should be said that there 
has been no agitation in Germany over any 
class of obligations excepting the so-called 
political ones, between governments. 


Terms of the Proposal 


The chief beneficiary of the moratorium 
proposed by President Hoover would be Ger- 
many; the chief direct contributor would be 
the United States, with France, chief bene- 
ficiary of reparations, second. However, the 
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argument for the moratorium is not based up- 
on direct benefits or costs. It is not based 
upon a revision of the original settlements. 
President Hoover has sought to avoid reopen- 
ing any of the original controversies, on ac- 
count of the importance of prompt action. 


The reparations agreement can be changed 
only by consent of all parties to it, which 
would be out of the question except upon the 
single proposition that a great emergency ex- 
ists and that immediate modification is neces- 
sary in the interest of all concerned. The 
United States is not a party to the agreement 
over reparations, and always has held that the 
indebtedness running from the allied govern- 
ments to itself was for loans contracted quite 
independent of the subsequent reparations 
agreement. Unquestionably this is true, al- 
though it does not follow that the two sets of 
payments may not properly be considered to- 
gether. The proposition that debts and repa- 
rations are a disturbing factor in the present 
world situation is one upon which the United 
States can act without inconsistency, in unison 
with the other countries concerned. It is im- 
probable that any agreement for even a tem- 
porary suspension of payments could be speed- 
ily reached if the relative effects upon every 
country concerned must be accurately calcu- 
lated and adjusted. The United States will 
assume the chief burden under the President’s 
proposal. 


It cannot be reasonably said that the pres- 
ent payments upon reparations and debts are 
the sole cause of the world depression, but it 
must be generally recognized that the settle- 
ments were made in a time of general pros- 
perity, when production and trade were ex- 
panding in all countries, and the proposed 
payments although large seemed likely to di- 
minish in importance as the years passed; and 
being spread over a long period there was 
reason to believe that they would not be un- 
duly burdensome. However, in the face of a 
world crisis difficulties have arisen. The out- 
look is changed, perhaps not permanently, but 
at present a great derangement of trade and 
price relationships has occurred, particularly 
affecting international payments. President 
Hoover has not assumed the situation to be 
permanent. He proposes an agreement for 
the relief of present conditions. 


The Universal Problem 


The one great problem in which all coun- 
tries are now most concerned is that of restor- 
ing prosperity and the way to prosperity lies 


through normal business relations. The 
world needs a respite from uncertainties and 
alarms. It may be said that the magnitude 
and importance of the payments under con- 
sideration is exaggerated, but this is most true 


in the sense that their value to the recipient 
countries is exaggerated in proportion to what 
they are costing in trade confusion, political 
agitation, financial distrust and the threat of 
social disorder. Credit is a vital factor in 
modern business, and in international re- 
lations it is particularly sensitive to political 
agitation. 

One need only reflect upon the consequences 
of having Central Europe relapse to the state 
of monetary disorder which existed in the 
years following the war to be impressed with 
the importance of safeguarding the situation. 
The President is acting upon the conviction 
that it is easier to maintain a state of social 
and financial order than to reconstruct one 
after it has broken down. 


There is an abundance of capital available 
to finance a revival of business over the world, 
but there must be confidence in the main- 
tenance of peace and normal financial relations 
between countries, in order that it may flow 
freely from the centers where it tends to 
accumulate in idleness to the places and em- 
ployments in which it is needed. 


It will be recalled that the primary pro- 
vision of the Dawes plan for collecting repara- 
tions was a foreign loan to create a stable 
monetary system in Germany and that all of 
the creditor nations subscribed to it because 
they knew the prosposal would serve their 
common interests. It was regarded as funda- 
mental to the recovery of Europe, and it is 
upon this view of international relations that 
President Hoover has made his proposal of 
a moratorium, affecting only obligations be- 
tween governments. It is a policy of con- 
ciliation, looking to good understanding and 
cooperation for the reestablishment of world 
prosperity. It has been hailed in all coun- 
tries with expressions of relief and approval 
which signify confidence that negotiations 
having been begun will be carried to success. 
In view of this support there is reason to be- 
lieve that if one year is not time enough to 
allow industry and trade to reach a normal 
status, or a final conclusion to be reached re- 
garding the settlements, the purpose which 
has prompted the one-year moratorium will 
dictate the action then to be taken. 


It is a source of satisfaction that this im- 
portant proposal on the part of the President 
is thus far supported without political divi- 
sion in this country. It shows that the idea 
has been developing spontaneously. A prac- 
tical people will meet new developments with 
a view to the present and future rather than 
to the past. 


At this writing negotiations are proceeding 


hopefully and in good spirit, but a full agree- 
ment has not been reached. 
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General Business Conditions 





The President’s proposal already has to its 
credit a remarkable resurgence of confidence 
and activity in all markets, and has measur- 
ably lightened the strain of fear and unsettle- 
ment under which business has been laboring. 
What this relief may finally lead to in tangible 
terms of trade, through putting deferred pro- 
jects into execution, making long term bor- 
rowing easier, and increasing purchases by 
ultimate consumers who now fear to spend 
freely, remains to be demonstrated, and will 
be affected by the further course of events. 

Beginnings of commodity market improve- 
ment had appeared even before the President’s 
announcement, prices having made their lows 
in the forepart of the month. Thereafter all 
the weekly price index numbers turned up- 
ward, some advancing for three consecutive 
weeks. Though every indication of firmness 
in commodities heretofore has been deceptive, 
the present flattening out of their downward 
trend follows an uninterrupted decline since 
the middle of March, during which the price 
averages dropped back practically to the 1913 
level. Not all commodities are likely to reach 
bottom at the same time, but the important 
thing is that the majority seem to be touching 
a point of stability, and sharp spurts during 
the last few days in sales of copper and cotton 
goods, to cite two outstanding and unrelated 
examples, are illustrative of the stimulating 
effect upon business. 

The buoyant recovery of the stock market, 
after having had to contend during most of 
the month against the unfavorable European 
news and evidence of further slackening of 
domestic business, both reflects and assists 
in establishing a better business morale. The 
record of the stock market as a business fore- 
caster is far from impressive, but its valuation 
of the debt postponement proposal as a matter 
of fundamental and constructive importance 
cannot be questioned. As applied to the im- 
mediate situation, the improvement in securi- 
ties may be taken as evidence of a more posi- 
tive hope that during the Summer, even with 
industry slowed down and profits unsatisfac- 
tory, more of the weak spots will be strength- 
ened and a better basis for world trade laid, 
and that by Fall increases in farmers’ cash re- 
ceipts and other seasonal gains will lead into 
a moderate expansion. 

The farmer will receive low prices for his 
crops but is producing them at the lowest costs 
in many years except in parts of the North- 
west where drought will raise costs by reduc- 
ing yields. In the Southwest the wheat har- 
vest is already moving as far north as Kansas 
and the largest yield per acre since 1915, with 
two exceptions, is assured. The reduction in 
cost thus effected, on top of other economies, 


is a valuable offset to the low price, while the 
large crop means more to be handled by rail- 
ways and merchants, and cheap food is an 
asset to consumers with reduced purchasing 
power. It is not unlikely that the United 
States later on will be in a preferred position 
in wheat, with a good crop here and substan- 
tial reductions abroad, due to the serious 
drought in Western Canada, decreased produc- 
tion in the Danube basin, and expected de- 
creases in acreage in the Southern Hemi- 
sphere; but the prospective Russian export 
surplus is still an unknown factor. Cotton 
crop conditions are fairly favorable though 
rain is needed. 


Industry Operating at Low Rate 


Turning to the record of trade and industry, 
the outstanding facts are that the showing for 
May as reflected by the composite adjusted 
indexes was less favorable than preliminary 
estimates suggested, and that in June some of 
the important industries reduced operations 
by more than the usual seasonal amount. It 
remains true that lines serving personal needs 
are more active than the heavy industries, and 
the satisfying response of the public to retail 
offerings at low prices is the principal encour- 
aging feature of trade news. Preliminary 
figures for June show that despite prices esti- 
mated to be around 20 per cent lower, dollar 
sales, in those department and chain stores 
which are vigorously advertising the low 
prices, have been very close to last year, in- 
dicating a substantial increase in the volume 
of goods moved. A number of cases have 
been reported over the country in which even 
dollar sales have been larger. One of the 
New York department stores has made public 
the following figures for the first two weeks 
in June showing percentage of increase in 
both dollar sales and volume over the same 
period last year in the departments indicated: 

Increasein Increase in 

Department Dollar Sales Number of Sales 
Cotton Sheets .... A 50% 

Towels os 5 25 


Piece Goods aieweees . LOO 30 (yardage) 
Upholstery-Chintz ..... 39.4 ets 


Department and chain stores normally do 
about 35 to 40 per cent of urban retail business 
of the country. Figures such as the foregoing 
are of course exceptional, and stores which 
put less emphasis on price report business 
quiet; nevertheless, the facts indicate that 
final distribution of articles of everyday use 
has been outrunning production, as is the case 
during every depression. For this reason time 
alone eventually brings recovery of producing 
activity, which has already made progress in 
necessities for retail sale, such as shoes, tex- 
tiles and tires. Shoe production failed to show 
the usual seasonal decline in May, and was 





July, 1981 


18 per cent above last year. Many wool goods 
manufacturers are booked up for several 
months; and takings of raw silk by mills con- 
tinue at a high rate despite the difficulty of 
selling goods at a profit. In cotton mills sea- 
sonal curtailment is under way, with more 
planned; but sales have improved sharply this 
month upon the rally in raw cotton, and low 
prices for goods combined with active retail 
distribution indicate that production this Sum- 
mer will run above the levels of a year ago. 
Tire production during June is believed to 
have shown a contra-seasonal increase over 
May. 

The important heavy industries continue to 
operate at low rates. Automobile production 
for June is currently estimated to have de- 
clined 15 to 20 per cent from the. May total 
of 315,000 for the United States and to have 
been below last year by a slightly greater per- 
centage. Tentative estimates for July suggest 
another falling off before recovery sets in. The 
best point in the situation is that stocks are 
being kept low. 

Steel suffers by reason of the drop in auto- 
motive takings, and the rate of operations has 
fallen from 41 to 35 per cent of capacity dur- 
ing the month with no upturn immediately 
expected. Building, too, continues at a depres- 
sion level. Up to the 22nd of the month con- 
tracts awarded, as reported by the F. W. 
Dodge Corporation, were only 0.7 per cent 
below May but were 49.4 per cent below a 
year ago, when public works and_ utility 
awards were heavy. 


Money and Banking 


The movement of capital from Germany 
during the month has been a matter affecting 
not only international finance but also the 
United States money markets, by reason of 
the addition during June of $150,937,000 to 
this country’s gold holdings, the largest gain 
for any single month in history. This increase 
makes the total net accession of gold since 
the first of January $340,256,000. Of the 
month’s gain, $90,265,000 was derived from 
the release of gold held under “earmark” for 
foreign account, which was added to the hold- 
ings of the Federal reserve system. This 
shift represented sales by the German Reichs- 
bank and presumably transfers by other Eu- 
ropean countries under arrangements made 
with Germany, all for the purpose of paying 
obligations drawn against that country dur- 
ing the “flight from the mark.” In addition 
there were imported during the month $26,- 
000,000 from Germany, $17,759,000 from Can- 
ada, and $16,913,000 from other countries. 

As the effect of releases from earmark is 
precisely the same as imports all of the 
$151,000,000 received here has been added di- 





rectly to bank reserves. At the same time a 
continuing reduction in loans has occurred. 
For the member banks which report weekly, 
loans secured by stocks and bonds stood at 
$6,703,000,000 on June 24, the lowest since the 
last week of March, 1928, and other loans were 
the lowest since 1924. As the decrease in 
loans, of course, has been accompanied by a 
decrease in deposits, against which reserves 
are calculated, the flood of gold has left the 
banks at times with reserves substantially 
larger than required, temporarily accentuating 
the ease of the markets until the funds can 
be put to use. This was particularly true after 
the quarterly tax date, when the usual shift- 
ing occurred from private to government de- 
posits, against which no reserves are required. 


Changes in Reserve Bank Credit 


No further changes in Federal reserve bank 
rediscount or bill purchase rates were made 
during the month. There has been no relaxa- 
tion, however, in the policy of supplementing 
the natural forces making tor cheap and abun- 
dant credit. Despite the inflow of gold, which 
reduces the need for Reserve bank credit, an 
increase of $74,000,000 in the volume of such 
credit outstanding occurred during the four 
weeks ended June 24. A significant item in 
this increase was a gain during the final week 
of that period of $19,500,000 in United States 
government securities held, a well-understood 
method by which the Reserve banks can put 
more credit into the markets upon their own 
initiative. 

Since holdings of governments were in- 
creased to around $600,000,000 in August last 
year, there have been virtually no changes in 
the total except for the temporary rise over 
the end of the year, which supplied Reserve 
credit during that period of seasonally en- 
larged demand. At present there is no such 
increase in requirements, and if any substan- 
tial amount of government securities is pur- 
chased another explanation must be found. 
Undoubtedly the objective sought is the same 
which determined the policy of reducing re- 
discount and bill purchase rates during April 
and May. While this policy was discussed at 
some length in the last two issues of this 
Letter its essential objects may be restated as 
follows: (1) to assure that the natural easing 
effects of gold imports are not absorbed in a 
reduction of Federal reserve credit, but passed 
on fully to the banks, where they will add to 
loanable funds; and (2) through low rates on 
short-term highly secured loans to render use 
of funds in such loans unattractive, in order 
that employment of capital in industry and 
trade may be stimulated. 

Another consideration may be the establish- 
ment of such interest rate differences between 
this and foreign money markets as may tend 
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to encourage a flow of funds to the higher 
rates obtainable abroad, thereby reducing bal- 
ances due here to the point where gold ship- 
ments may be unnecessary; though rate dif- 
ferentials favorable to Germany did not pre- 
vent the flight of capital from that country, 
and it is obvious that general conditions and 
the degree of uncertainty felt by the owners of 
the capital, rather than the return upon it, 
have been the dominating motives in their 
withdrawals. 


The Bond Market 


The trend of bond prices has been upward 
since the first week of June, the greatest 
gains occurring in the second grade railroad 
and industrial issues, which have now recov- 
ered a good deal of the ground lost during 
May. Prices of the highest grade obligations, 
including governments and municipals, have 
held around their highest levels since 1928. 
Movements in the prices of high grade and 
second grade bonds are naturally determined 
by different factors, for whereas the former 
reflect the interest rate obtainable on an in- 
vestment in which the risk is practically nil, 
the degree of risk becomes the most important 
single factor in pricing bonds of lower ratings. 
The improvement in the past month may 
therefore be significant of returning confi- 
dence with respect to less secure investments, 
and in the case of the rails is due to the appar- 
ently favorable view taken in responsible quar- 
ters of their petition for rate increases. 
Whether the gains in second grade securities 
are extended or not in the immediate future, 
doubtless it will prove true again, as often in 
the past, that many sound issues, both domes- 
tic and foreign, have been sacrificed during 
this period of low prices. 





Bond Prices During Business Recovery 


It is sometimes argued that the investor 
who purchases high grade bonds on the cur- 
rent low yield basis runs the risk of having 
them decline in price as soon as business be- 
gins to recover and interest rates to firm up. 
Insofar as past records may be a guide, how- 
ever, they indicate that a considerable period 


usually elapses after the upward turn of busi- 
ness before interest rates rise sufficiently to 
affect prices of prime bonds, which tend to be 
maintained permanently at a high level, save 
during periods when credit becomes abnor- 
mally tight. Generally speaking, the down- 
ward turn has not come in the past until 
about the time the business indexes crossed 
normal on the way up. The record seems to 
show that narrowing of the spread between 
prime and secondary bonds during business re- 
covery takes place not because the former 
decline but because the latter advance. 

A long term study of yield on high grade 
railroad bonds has recently been made by the 
National Bureau of Economic Research, 
through whose courtesy we are showing their 
index from 1880 to date, plotted on a reverse 
scale so that the curve will move the same 
way as actual bond prices. The Annalist In- 
dex and the Axe-Houghton Index of Business 
Activity, to which it was joined in 1919, are 
also shown. 

Rising prices for high grade railroad bonds 
have in the past generally forecast business 
recovery several months ahead and the bond 
market has continued its advance until busi- 
ness recovery has proceeded for some months. 
During the past fifty years there have been 
six periods classified as major depressions. 
After the depression of 1884 the business index 
reached its low point in February, 1885, while 
the advance in bond prices began seven months 
earlier and continued until July, 1886, the same 
month in which the business index crossed 
the normal line. 

After the panic of 1893, business reached its 
low in June, 1894, while the advance in bonds 
began eleven months earlier and continued 
until August, 1895, one month after the busi- 
ness index crossed normal. The recovery of 
1895 was of short duration, being soon fol- 
lowed by the silver campaign depression, dur- 
ing which business reached its low in Novem- 
ber, 1896, while the advance in bonds began 
four months earlier and continued until June, 
1899, four months after business had crossed 
normal. Throughout both of these periods of 
depression in the 1890s the long term trend of 
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bond prices was sharply upward, culminating 
in 1899 in the lowest interest rates ever wit- 
nessed, but there were two distinct cycles as 
may be seen from the chart. 

Following the panic of 1907, business 
reached its low in March, 1908, while the ad- 
vance in bonds began four months earlier and 
continued until February, 1909, which was 
three months before business crossed normal. 
The temporary disorganization of business in 
1914 was caused by the outbreak of war rather 
than by natural economic forces. 


Depressions Since the War 


The recovery in bond prices during 1920- 
1921, as well as the extremely selective char- 
acter of the market during the past nine 
months, may be seen in greater detail on the 
chart which is given below, based on the in- 
dexes computed by Moody’s Investors Ser- 
vice of average yields on 120 domestic cor- 
porate issues, including forty bonds each of 
railroad, public utility and industrial com- 
panies, classified according to the grades in 
which they are currently rated. Fluctuations 
in the business cycle during the same period 
are indicated by the Annalist Index of Busi- 
ness Activity, expressed in percentages of cal- 
culated normal, which appears at the bottom 
of the chart. 
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Moody’s Index of Yields on Domestic Corporation 
Bonds and Annalist Index of Business Activity 


Prices of the highest grade bonds reached 
their low in May, 1920, and advanced until 
August, 1922. The index of business activity 
stood at peak in June, 1920, declined to bot- 
tom in March, 1921, and recovered to calcu- 
lated normal by November, 1922. The advance 
in the bond market, therefore, began ten 
months before business turned upward and 
continued seventeen months afterwards. 
When the break in business occurred, short 
term money rates were high and a widespread 
condition of frozen credits existed, which de- 
layed the natural easing of credit. Once un- 
der way, however, the decline in interest rates 
continued for two years, with no firming up 
until recovery had carried the business index 
nearly back to normal. Underlying causes for 
the rise in the high grade bond market were 
the same during this period as they are to- 





day, namely, a downtrend in interest rates, 
an increased supply of bank funds resulting 
from reduction of loans and a preference 
among bond investors for only gilt edge issues. 
The duration of the rise in bond prices after 
the turn in business as shown by the two long 
term indexes may be summarized as follows: 
Business Bond Price 
Low Point High Point 


Feb., 1885 July, 1886 
June, 1894 Aug., 1895 
Nov., 1896 June, 1899 31 bet 
Mch., 1908 Feb., 1909 11 ” 
Mch., 1921 Aug., 1922 17 - 


Months 
Difference 


17 months 
14 it 


Considering now the less choice bonds, par- 
ticularly those bearing “B” ratings, the ex- 
treme low prices occurred at about the same 
time as those of the high grades, but after a 
temporary rally in the later months of 1920. 
they declined severely again and the real up- 
turn did not start until July, 1921. In other 
words, the recovery in second grade bonds 
lagged more than a full year behind that of 
prime issues, and proceeded along with busi- 
ness activity and the stock market, rather 
than with money rates. This was strictly in 
accord with precedent and is explained by the 
increased confidence of investors in purchas- 
ing less well-secured obligations as business 
improves, also by the desire among many 
bond buyers to hold gilt edge securities until 
they are driven so high in price that it be- 
comes profitable to switch into lower grade 
issues offering larger yields. 

Aside from historical precedent, there are 
certain special influences at the present time 
that appear to favor the long term outlook for 
good bonds. One is the limited supply of such 
issues now available, due to the fact that 
many corporations retired substantial amounts 
of bonded indebtedness during 1928-29 from 
the proceeds of stock subscriptions, and be- 
cause additional capital flotations since that 
time have been subnormal. Tax exempt issues 
such as those of the United States Govern- 
ment, Federal Land Banks, State and high 
grade municipals are favored because of the 
realization on the part of investors that the 
succession of income tax reductions has now 
come to anend. Still another factor which en- 
hances the value of bonds is the decline in 
commodity prices that has occurred and 
thereby raised the “real income” or purchas- 
ing power represented by a fixed “money 
income.” 


The Railway Situation 





The decline in railway earnings in 1930 and 
1931 has reached a point where it constitutes 
one of the major business problems before the 
country. During 1930 the net operating in- 
come of the roads decreased 30 per cent from 
1929, and the amount of all income remaining 
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after payment of fixed charges (which in- 
clude interest on debts and rental of leased 
lines) was the lowest since 1922. During the 
first four months of 1931 net operating in- 
come showed a further reduction of 38.8 per 
cent below the same period of 1930. Asa con- 
sequence the margin over fixed charges has 
been reduced to a degree which if continued 
will menace the solvency of many companies, 
and is compelling even the strongest to re- 
sort to economies which cannot be continued 
without impairing their service, and which 
already have become an important factor in 
unemployment and the business depression. 
The number of workers employed has been 
reduced to the lowest figures in modern times; 
and instances could be cited of “poor” roads 
which are currently buying less than a third 
the quantity of materials purchased last year, 
and of “rich” roads which are buying only 
two-thirds. 

The accompanying chart shows the trend 
of all net income and its disposition for each 
year since the roads were released from Gov- 
ernment control in 1920, and includes a figure 
for 1931 operating income which represents 
the showing of the first four months raised to 
an annual basis according to the proportion 
which the earnings of that period normally 
bear to the full year. 

















Railway eePathee ar Its vat ote 


*Note—This point ($560,000,000) is the cquivalent for the full 
year of the first four months’ operating income, upon the as- 
sumption that it constitutes 26.1 per cent of the total, which 
is the average of past years. All figures are for Class I roads, 
exclusive of switching and terminal companies. 


This is a situation which cannot be regarded 
simply as affecting private investments. The 
railroads are public agencies, so recognized 
and regulated by law beyond any other busi- 
ness. ‘If the roads were owned by the Gov- 
ernment it would be perfectly clear that noth- 
ing was to be gained by fixing rates so low 
that a deficit would have to be made good by 
taxation. They are privately owned because 
the country believes that rail service can be 
had more economically under private man- 
agement than under public ownership and 
management. The fundamental truth that 
adequate rail service is indispensable must be 


faced in either case, and there is no room for 
argument over the proposition that on the 
whole the service should be self-sustaining. 

It is no answer to the appeal for more rail- 
road revenues to say that the public cannot af- 
ford to pay them. Since the service is indis- 
pensable the country can afford to pay what- 
ever it costs, and as long as there is assurance 
that management is able, and keeps rates as 
low as possible, industry should adjust itself 
to the cost of transportation rather than de- 
mand that those costs be adjusted to its own 
ability to pay. It is not conclusive to say that 
a certain business cannot be carried on at a 
certain place because transportation costs too 
much. Perhaps the business should be in 
another place, or the capital and energy de- 
voted to it in that place should be employed 
in some other business. It is a commonly 
stated reason for asking rate reductions, or 
objecting to rate advances, that certain pro- 
ducers cannot reach certain markets, that 
“prices will not stand the increase.” Perhaps 
if so many producers were not admitted to 
those markets by a subsidy in the form of rail 
rates below cost, prices would not be so low, 
and it may be helpful to place a limitation 
upon such subsidized production by charging 
the full cost of the service rendered to it. 
Traffic men have been known to say that by 
adjustment of freight rates and differentials 
they could build up industry in a desert, but 
clearly it would not be in the public interest 
to do so, and it is no more for the general good 
that the railroads should support uneconomi- 
cally located business anywhere. To make 
rates with more consideration for the cus- 
tomers’ presumed ability to pay than for the 
cost of service leads in the end to just such a 
condition, and is an obstacle to the orderly di- 
rection of enterprise into channels where it 
serves best, while the vogue of such rate- 
making theory is an important factor in the 
present situation of the roads. 


Owners of Railway Securities 


It is well worth while to give some consid- 
eration to the ownership of railway securities, 
and the importance of maintaining railway 
credit. The available statistics indicate that 
at the end of last year United States life in- 
surance companies owned rail securities car- 
ried on their books at about $3,200,000,000, or 
17 per cent of their total assets; mutual sav- 
ings banks on June 30, 1930, owned $1,300,- 
000,000, or 12.7 per cent of assets; and all 
other banks owned around $1,500,000,000. 
With small exceptions, these holdings are con- 
fined to bonds. Adding fire and casualty in- 
surance companies, investment trusts, college 
endowments, etc., it appears that institutions 
which manage funds owned by considerably 
more than half the population of the country 
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hold between six and seven billions of dollars 
in railway bonds alone, out of a total of $11,- 
050,000,000, face value, outstanding. It is evi- 
dent that a decline in the value of these bonds 
has widespread effects. 


In the case of savings banks, insurance com- 
panies and trust companies investments are 
regulated in certain states in such terms that 
securities either become ineligible or must be 
promptly written down in asset value to cor- 
respond with market value, in case of depre- 
ciation. The market afforded by these insti- 
tutions is a very important one, and it is a 
serious matter for a security to become inel- 
igible, not only because that market is closed 
but because of the effect upon the security in 
the public market. In the case of bank in- 
vestments, if market depreciation results in an 
impairment of the capital of the institution 
such impairment must be made good or the 
institution may be closed. 


The chief requirements which railroad bonds 
must fulfill to remain on the “legal” list in 
New York State are that the road must earn 
its fixed charges one and one-half times dur- 
ing five of the six preceding years, including 
the one next preceding, and pay dividends on 
its stock capital equivalent to one-fourth of 
its fixed charges in five out of six years. Ob- 
viously years such as 1930 and 1931 seriously 
threaten the ability of many roads to meet 
these requirements. 


Special Position of the Railroads 


It is true that the emergency of the railroads 
to a great extent is the emergency of all 
business, but it is fair to say that the railways 
occupy a special position by reason of their 
rates and earnings being subject to the author- 
ity of the Government; and it is their claim 
that this authority, since the Transportation 
Act was passed in 1920, has not been so exer- 
cised as to leave them in a financial position 
to withstand the present depression without 
injury to their credit and to their plant, and 
thus to investors and to business. The Trans- 
portation Act imposed upon the carriers the 
obligation of “honest, efficient and economical 
management,” and promised them reasonable 
expectation of an aggregate annual operating 
income equal to a fair return upon the value 
of the property. On the strength of this Act 
the roads obtained capital, greatly improved 
their physical condition, reduced costs, and 
gave to the public the full benefit of their sav- 
ings by way of rate reductions. However, 
they have not at any time earned the 53% per 
cent set as a fair return. 


Upon the passage of the Transportation Act 
a horizontal increase in freight rates averag- 
ing about 30 per cent was allowed, effective 
August 26, 1920, The decline in rates since is 


shown by the following table of cents re- 
ceived for moving one ton one mile: 
Revenue per Revenue per Revenue per 
ton-mile, cents ton-mile,cents ton-mile, cents 
1920... 1.052 1924.00 1.116 1928..... 1.081 
1921 ...cc 1.275 1925... 1.097 1929...000 1.076 


1922.08 1.177 1926...0000 1.081 1930....008 1.063 
1923...00008 1.116 1927.00 1.080 


In 1922 rates were cut 10 per cent. As no 
blanket decreases have been made since, the 
steady reduction in revenue during this period 
has been accomplished by the process known 
as “whittling.” Upon the initiative of ship- 
pers, the I. C. C. has reduced many rates, and 
the roads have lowered others on their own 
motion, to meet competition and to generate 
traffic. As a result of rate cuts total freight 
revenue in 1930 was only 4 per cent greater 
than in 1921, though revenue ton-miles were 
25 per cent greater. The lesson of this de- 
cline, as a cause of the present emergency, 
is that rates which seem adequate for good 
times are not sufficient for hard times unless 
they permit the accumulation of a liquid sur- 
plus out of which the deficits of depression 
can be met. Few roads are in such a position, 
for the accumulated surplus of 1921-29 has 
been necessarily expended for physical im- 
provements, which add to efficiency and re- 
duce costs, but cannot be drawn upon for dis- 
bursements when current receipts fall off. 


Railroads Indispensable 


The reduction in earnings that the roads 
are experiencing is often attributed to the 
diversion of traffic to automobile trucks and 
buses, waterways, pipe lines and other com- 
peting carriers, and it is true that an impor- 
tant amount of such diversion has occurred. 
It is one of the factors aggravating the situa- 
tion, and presents a problem. Nevertheless, 
it is the lesser reason for the falling off of 
traffic, and the general depression is the 
greater. The idea that the country can get 
along without the railroads, or that the latter 
will cease to be the principal means of trans- 
portation, will not stand examination for a 
moment. 

Figures of the Bureau of Railway Economics 
on total internal commercial freight tonnage 
of the United States, excluding intercoastal 
trade, and its disposition among carriers, are 
as follows: 1929 1928 
Steam Railways 
Inland Waterways (rivers and canals) 
Great Lakes 
Pipe Lines 


Motor Trucks 
Electric Railways and Airplanes......... 


100.0% 100% 
Aggregate freight traffic (billions 
Of FON-MI]ES)  cccccccorccccoreccrrerrrre 652.5 620 














The outstanding facts revealed by these 
figures are: (1) that the agency which car- 
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ries three-fourths of the country’s traffic is 
the least dispensable of all the agencies in 
the field, and is likely to continue so indefi- 
nitely ; and (2) that a moderate decline in the 
percentage of total traffic does not neces- 
sarily involve a falling off in business when 
that total traffic is increasing. Taking the 
two years shown the railroads’ share of busi- 
ness dropped 1.2 per cent, but the ton miles 
hauled by them gained 3.2 per cent, and were 
greater than ever before in their history. 
Thus they can lose relatively without losing 
actually, as the country grows, and if they 
hold their relative position they will gain 
actually. This is in many respects the nub of 
the whole question as to their future against 
competition. 


The Petition for Higher Rates 


On June 17 the Class 1 railways of the 
country unitedly petitioned the Interstate 
Commerce Commission for authority to in- 
crease rates by 15 per cent. The application 
takes the form of a horizontal advance in 
order to dispense with the lengthy hearings 
necessary on specific proposals for rate 
changes, and to obtain the prompt action that 
the Commission can give to emergency peti- 
tions. In point of fact a horizontal advance is 
not sought, for the roads state their intention 
to make many exceptions to the general in- 
crease, if granted, both to meet competition 


and to preserve established rate parities be- 
tween commodities and communities. 

In canvassing the possibility of cost reduc- 
tion before appealing for rate advances the 
roads have had four direct cost elements to 
consider: fixed charges, taxes, wages, and ma- 
terials. Possible relief from fixed charges and 


taxes is negligible. For reasons which they 
deem in accord with a desirable public policy, 
the executives are not disposed to seek cuts 
in wage rates at this time. Prices of materials, 
of course, are-lower. Beyond that the total 
possibility of cost reduction at present comes 
down to economies in the quantity of labor 
and materials employed. As such economies 
are pushed farther they become more difficult 
to accomplish without harm to the physical 
condition of the roads, and that point is close 
enough at hand in many cases to necessitate 
prompt action. 


Economics in Politics 





The existing system of free industry under 
which society has made its progress has been 
called “capitalism” by its enemies, and its de- 
fenders do not object to the name if it be 
taken as significant of the increasing part 
which capital has been playing in production 
and distribution, relieving hand labor of its 
hardest tasks, increasing the productivity of 
industry, and thus raising the standard of liv- 


ing of the people in the mass. With more 
than 120,000,000 people in this country cer- 
tainly nobody would propose going back to 
the hand labor and simple tools of one hun- 
dred years ago as means of supplying their 
wants. 

The industrial system has accomplished the 
changes of the last one hundred years, not by 
any general supervision and direction, but 
through the free initiative and ambitions of all 
the people, each studying the problems with 
which he was immediately concerned, and en- 
deavoring to improve the methods. A vast 
number of new products, new services and 
new processes have been thus evolved, sig- 
nifying a general advance of industry and 
general improvement of living conditions. 

One of the pretentious phrases of the agita- 
tion against the existing order is that “pro- 
duction should be for service and not for 
profit,” but all sound business is built upon 
two conditions, i. e., that useful service shall 
be rendered and that a proper compensation 
is not only legitimate but necessary to main- 
tenance of service and the progress of indus- 
try. The development of industry, the great 
investments which have increased produc- 
tivity, lowered prices and enlarged the list of 
comforts within reach of all the people, are 
natural results of the system. Profits are not 
only justified as rewards and as an incentive 
to similar efforts, but supply necessary capital 
for the expansion of the industries to meet 
public demands. 

Every step in industrial development which 
becomes the basis of further advancement is 
of permanent advantage to the public, while 
the gains to individuals, which in the eyes of 
some persons obscure everything else, are of 
incidental and comparatively small impor- 
tance. Even the personal fortunes so derived 
are to a great extent devoted to useful public 
purposes. 


Progress in the Industries 


As illustrating the progress constantly go- 
ing on in the industries a brief sketch is given 
below of the accomplishments of several of 
the leading industries in recent years. We 
have space for only a few, and among them 
several which by reason of the amount of 
capital required and the consolidations that 
have taken place have given concern in some 
quarters lest they might become monopolies, 
with power to oppress the public. Let us see 
what they have done in recent years. 

Iron and Steel—The United States Steel 
Corporation will serve to illustrate the activi- 
ties of an aggregation of great wealth under a 
single management. Its lifetime corresponds 
with the thirty-year period since the begin- 
ning of the century, hence time enough has 
elapsed to develop the natural trend of results. 
The first figures available for it are those of 
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1902, when the average number of employes 
was 168,127 and the average wage per em- 
ploye per day’s work $2.33. The year 1930 
as is well known was one of declining busi- 
ness and the number of employes varied from 
229,565 at peak in May to 178,349 in Decem- 
ber, with an average wage per day’s work 
for all employes of $5.99. The “Iron Age” 
began in 1903 a record of a composite price 
of several grades of pig iron and a like com- 
posite of several steel products, both of which 
series have been continued to the present 
time. The average of the composite price of 
pig iron in 1903 was $18.18 per ton and in 
1930 $17.17, a decline of 5.5 per cent. The 
average of the composite price of steel in 
1903 was 1.868 cents per pound and in 1930 
was 2.209 cents per pound, an increase of 18.2 
per cent on steel. These figures compare with 
an increase of 157 per cent in average daily 
wages. It should be added that the number 
of hours constituting a day’s work and week’s 
work were substantially reduced. 


It is common knowledge, supported by the 
directory of iron and steel companies, that 
more and stronger companies are in competi- 
tion with the United States Steel Corporation 
now than in the early years of the organi- 
zation. A comparison of average steel prices 
today with those of May, 1913, would show 
less difference than the figures given above. 


Not only have great improvements been 
made in the methods of iron and steel produc- 
tion for the purpose of cheapening production, 
but for the purpose of improving the quality 
of the products. Laboratory work has as- 
sumed greater importance, with a higher 
degree of precision and scientific control in 
all processes, Chemistry has become a 
larger factor in iron and steel production. 
The demands of the motor and aviation in- 
dustries have been responsible for much im- 
provement in the science of steel-making, par- 
ticularly in the structural alloy steels, giving 
greater strength with less weight. 


The development of corrosion resistant al- 
loy steels has been the subject of intensive 
research and development and the use of these 
products has contributed to the success of our 
growing chemical industry, as well as the 
oil industry, including cracking and hydro- 
genation processes; in fact, many of these 
newer processes could not exist efficiently 
except for the newer materials that have been 
developed by the metallurgists of the steel 
industry. 


Another type of alloy steels, through a 
new process of hardening by the use of am- 
monia gas, acquires a degree of hardness never 
before known in industry, making them pe- 
culiarly valuable where wear and abrasion 
must be resisted. 


“ The manufacture of tubing has undergone 
important improvements, lap-weld tubes hav- 
ing passed out, superseded by the seamless 
and electrically welded makes. The new pro- 
cesses and economies resulting have given a 
great stimulus to the construction of pipe 
lines for carring natural gas and gasoline. 


The new process of rolling sheets by a con- 
tinuous process, developed by the American 
Rolling Mill Company in studies extending 
over a period of years is one of the notable 
achievements of the post-war period. Not 
only does it cheapen the manufacture of. sheets 
by saving labor, but substitutes a mechanized 
and controlled process for manual skill, with 
increased precision, and eliminates a very la- 
borious process. All of the large producers 
of sheets have become licensees for the use 
of the new method. 


Steel rails may be mentioned as a product 
which has been improved in recent years by 
studied and scientific collaboration between 
the railroads and the steel companies to meet 
the requirements of heavier railroad equip- 
ment and higher train speed. 

The iron and steel industry may be said to 
be the basic industry of the machine age. Its 
products are used in all the industries and 
therefore serve the common wants of the pub- 
lic. This country produces anually nearly 
twice as many tons per capita as any other 
country, which is significant of greater use of 
machinery and higher productivity per worker. 

The Petroleum Industry—This industry has 
been conspicuously under attack throughout 
most of its history. In 1923, the leading “pro- 
gressive” Senator made the prediction that 
“if a few great oil companies are permitted 
to manipulate prices for the next few years, 
as they have been doing since January, 1920, 
the people of this country must be prepared 
to pay at least $1.00 a gallon for gasoline.” 
Eight years have passed since this warning 
was given, and the critics do not admit that 
the big oil companies have mended their ways, 
but at no time since that utterance was made 
has the price of gasoline been higher than 
then, and below are given the prevailing tank 
wagon prices of gasoline in the cities named, 
in March, 1923, and March, 1931: 

March 1923 March 1931 
Newark $ .235 
Washington, D. Cy ccocccccerseerses: wesece 08 
New York City. 
Boston 
Tulsa 


Dallas 
New Orleans 




















It may be added that wages in the gasoline 
industry are practically unchanged from what 
they were in 1923 and from 150 to 175 per 
cent higher than in 1914. New inventions, im- 
provements in processes and more intensive 
use of capital have resulted in such an increase 





in the supply of petroleum and its products 
as to bring prices to new low levels. Deeper 
drilling has opened sands nearly two miles 
below the earth’s surface. Re-pressuring, or 
conservation of the natural gas pressure, 
where applied, has increased production per 
well. New refinery processes have doubled 
the yield of gasoline per barrel of crude since 
1917. All of these developments have been 
reflected in lower prices to the consumer. The 
total gasoline yield from all crude oil run 
through the stills in the year 1922 averaged 
28.76 per cent, but the average in the year 1930 
was 42 per cent. This achievement serves as 
a concrete illustration of increased produc- 
tivity in the industries and the inevitable dis- 
tribution of benefits to the public. 


The oil industry is involved in no little con- 
fusion for lack of comprehensive organization, 
and if cooperative organization is justifiable 
anywhere it would seem to be in the manage- 
ment of wasting national assets, as seen in 
the oil industry, but the anti-trust laws are an 
obstacle to such organization. 


The Railroads—The entire history of rail- 
roading in this country has shown constant 
improvement in equipment and efficiency of 
operations, and also declining charges to the 
public relative to wage rates. This has been 
accomplished by increasing the capital invest- 
ment to enable the labor force to handle a 
larger volume of traffic at. lower cost. 


In no period has the improvement in operat- 


ing efficiency been greater than in the period 
since the war. This applies to both freight and 
passenger service and is shown by the figures 
for revenue and wage rates, comparing aver- 
ages in 1929 with the average in the four 
years 1911-14: 


Operations of Class | Steam Railroads 


(From Reports of the Interstate Commerce 
Commission) 


4 Year Average 


1911-14 1929 of Change 
Revenue Ton-Miles 
(In millions) 278,118 447,321 +63.8 
Revenue per Ton-Mile 
(in cents) 0.729 1.076 +47.6 


Passenger Miles 
(in millions) ...... 33,282 31,074 —6.4 
senger Mile «0 1.96 2.81 +41.9 


Revenue per Pas- 
Railroad Wages 
1914-15 1929 


Percent 


Average hourly 

earnings (cents) 25.4 64.4 
Average weekly earn- 

ings (dollars)... 15.17 31.80 
Average number 

employed sn... 1,131,700 1,280,800 


+153.3 
+109.6 
+ 13.2 


It will be seen that average weekly earnings 
of railroad employes in the period increased 
by 153.3 per cent and average hourly earnings 
by 109.6 per cent, while freight revenue per 
ton-mile increased only 47.6 per cent. It is 
true that there has been a deplorable amount 
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of unemployment among railroad workers 
since 1929, but this has been due to the falling 
off of traffic, which is disastrous to the rail- 
roads as well as the employes. That the rail- 
roads were able to pay the wage increases 
shown with an increase of less than one-third 
in charges was due to numerous operating 
economies and especially to the higher eff- 
ciency of motive power. Fewer locomotives 
were in use in 1929 than in 1920, but the com- 
bined tractive power was greater, the loco- 
motives were used more intensively, consumed 
less coal for service rendered, and handled 
heavier loads. 

Car and train movements have been speeded 
up, 25 to 33 per cent, and Professor Kidd, Pro- 
fessor of Commerce of the University of Pitts- 
burgh, in a study of the subject gives the 
average freight train load in 1910 as 380 tons, 
in 1920, 647 tons and in 1929, 730 tons. These 
gains have required an increase of double 
trackage, of terminal and siding facilities, 
larger expenditures upon track, bridges, air 
brakes, automatic train control, safety signal 
systems, etc. Professor Kidd reports an in- 


crease of 21 per cent in capital investment per 
mile of road since 1920. 

Electric Light and Power—This industry has 
made very rapid strides in recent years, 
with the development of economies in produc- 
tion through concentration in larger units, the 
linking up of systems to obtain a greater 


utilization of power, with increasing populari- 
ty of electric power in industry and multiplica- 
tion of domestic uses. Electric service gives a 
mobility to power which is likely to have an 
important effect upon the location of indus- 
tries, and the direct use of electricity in the 
industries promises to expand beyond all at- 
tempts at forecast. The possibilities are so 
great that the gains to power-producing com- 
panies are emphatically on the side of en- 
couraging consumption, rather than restrict- 
ing it by illiberal policies. The industry, 
moreover, operates under public supervision 
and rate regulation. The electric light and 
power industry is one of the industries that 
has completely overcome the effects upon 
costs of the great rise of wages since 1914 and 
is selling its services at a pronounced reduc- 
tion from pre-war prices. The average house- 
hold is now paying 60 per cent less for its 
electricity than in 1900, and about 28 per cent 
below the rates of 1914. The wages paid by 
the industry showed in 1927 an increase per 
employe of 115 per cent over 1902. The 
prices of fuel and material entering into the 
construction of electric plants are from 60 to 
80 per cent higher than before the war. 

These factors, however, have been more 
than offset by the rapid advance of electrical 
technology and management. The small 
country power plant, which could send energy 
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within only a small radius, has given way to 
enormous central power stations, more eco- 
nomical in their use of coal for generating 
power. While in 1902 on the average the in- 
dustry required about 6.7 pounds of coal to 
generate one kilowatt hour, the amount of coal 
used was reduced to 3.2 pounds in 1919, and 
1.62 pounds at the end of 1930, with some of 
the latest plants showing results under one 
pound. 


With the cost of production, the cost of 
distribution likewise has been reduced through 
the development of high tension transmission, 
and through interconnection and the organiza- 
tion of smaller plants into larger operating 
units. These improvements have resulted in 
the gradual decline of service rates, and have 
been made possible through additional capital 
investments. 


Expansion and Progress of the Electric Light and 
Power Industry 
(U. S. Census and N.E.L.A. Figures) 


1902 1912 1927 1930 

Number of employes 

in the industry..0n09 30,326 79,335 
Total wages and sal- 

aries paid (in thou- 

sands of $) 18,766 55,658 
Wages per employe 

(in dollars) 619 102 1,465 

Total Investment in 

Plant and Equip- 

ment (millions of $) 505 2,175 9,382 11,850 
Number of all cus- 
Bs) 
Domestic and farm 

customers 

Per capita use of 
electricity in do- 

mestic service (in 

kilowatt hours) «nn. oseeue 268* 443 
Average rate per ki- 

lowatt hour (in 

COND. cmesiantionin 14.4f 8.3* 6.8 
Average annual bill 

(in dollars) 22.5° 30.29 


251,020 oe 


367,632 


583,000 3,837,500 21,786,000 24,664,000 


a—eee 8,100,900 17,951,000 20,400,000 


*1914 +1900 **Figures not yet available. 


The convenience and service of electricity in 
homes is indicated by the rapid increase in 
use. The National Electric Light Association 
is authority for the following estimate of elec- 
tric appliances in homes as of January 1, 1931: 


Flatirons sco 19,600,000 Percolators 6,280,000 
Vacuum Space Heaters.. 3,400,000 
Cleaners 9,420,000 Refrigerators .. 2,625,000 
Radio Sets 10,500,000 Ranges 1,020,000 
Washing Oil Burners. ...... 635,000 

Machines 7,360,000 Ironing 
Toasters 8,190,000 Machines 650,000 
6,200,000 Water Heaters 227,000 


In the face of economic conditions in 1930 
generally unfavorable to business expansion, 
the electric light and power companies expend- 
ed $850,000,000 for new construction and 
gained 550,000 new customers. The gain in the 
consumption of electrical energy during the 
year was in domestic and farm uses, industrial 
consumption being less than in 1929. More 
than 600,000 farms are now served, and reduc- 


" tions in distribution costs are expected eventu- 


ally to greatly enlarge this field. Sales of elec- 
tric refrigerators in the first quarter of 1931 
exceeded those of the corresponding quarter of 
1930, and are expected to exceed 1,000,000 in 
the year. 

Telephone Service—The rise in the standard 
of living has a reflection in the increasing use 
of telephone service. The number of tele- 
phones in this country grew from 10,046,000, 
or about ten telephones per 100 population, at 
the end of 1914, to 20,201,000, or over 16 per 
100 population, in 1930. In the same period, 
service was extended overseas and it is now 
possible to interconnect 90 per cent of the 
world’s telephones. 

Improvement in quality of service has paral- 
leled this growth. A network of cables, re- 
placing open-wire and reducing the hazards 
of interruptions by storms and other causes, 
has been introduced to such an extent that 75 
per cent of the cities of 50,000 population and 
over are now connected by cables. The aver- 
age number of minutes required to establish 
a long distance connection has been reduced 
from twelve in 1922 to a little over two min- 
utes in 1930. In 1915 the charge for a call 
from New York to San Francisco was $18.50, 
while in 1930 the charge was $9.00. 


The number of telephone employees in the 
country has increased from about 263,000 in 
1917 to about 386,000 in 1930. The average 
number of local calls completed each day in- 
ge from 41,000,000 in 1914 to 83,520,000 
in 1930. 


Stockholders of the American Telephone 
and Telegraph Company increased from 59,- 
000 at the end of 1914 to 568,000 at the end 
of 1930. No single stockholder owns as much 
as 1 per cent of the total shares outstanding. 


Automobile Industry—The automobile indus- 
try is illustrative of modern industry in many 
respects. It is so young that it always has 
been a modern industry, and has grown fast 
enough to teach lessons to all the other in- 
dustries. Although the field was a great one, 
including the world, and although a number 
of very large fortunes have been made by 
persons in the most successful companies, the 
number of successes is comparatively small. 
A much larger number of companies have fal- 
len out, unable to keep the competitive pace, 
which constantly has required that new and 
greater values be given to the public. A re- 
cent review of the industry by Mr. Phil A. 
Hanna, staff correspondent of the Wall Street 
Journal, and regarded as authoritative, says 
that in terms of price per pound the price of 
automobiles is now about 35 per cent below 
that of 1924. This industry has illustrated an 
economic principle by leading all industries in 
the payment of high wages, the policy being 
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practically a necessary one in the case of a 
rapidly growing industry, as a means of at- 
tracting labor from older industries. In a 
number of makes of cars the reduction of 
prices is much greater than stated above. 


The development of the tire industry, from 
the growing of plantation rubber to the pro- 
duction of tires, is an impressive demonstra- 
tion of the evolution of industry under private 
initiative and enterprise. 


Mr. Harvey Firestone, at a conference held 
at the University of Chicago last year, made 
the following statement as to progress in the 
manufacture of automobile tires: 

I do not know of any industry that has made 
greater progress in its manufacturing methods than 
rubber tire manufacturers have made. 

To illustrate, I give you this example: in 1913 a 
tire builder could produce an average of ten tires 


in ten hours. Today in the same number of hours 
he can make 100. 

A first quality tire for a Ford car in 1913 listed 
for $22.95, and averaged 3,500 miles. Today a first 
quality tire for a Ford car sells for $9.70 and averages 
15,000 miles. 

This means that the car owner paid $10 in 1913 for 
the same tire value that he gets today for $1. This 
is in striking contrast to the fact that the average of 
all — prices now is 40 per cent higher than 
in ° 


Agricultural Implements — The agricultural 
implement industry has made a great contri- 
bution to; human welfare since it began the 
introduction of horse-drawn implements dur- 
ing or shortly before the sixties of the last 
century, but in no period has the industry been 
more alert, enterprising or successful in the 
development of improved implements than in 
the period since the great war, while agricul- 
ture has been struggling with difficulties that 
have had their origin in the war. It is not too 
much to say that with the exception of the 
cotton crop the amount of manual labor re- 
quired to produce the common field crops has 
been reduced in that time by fully one-half. 
Of course, this is not to say that all farmers 
are now using all of the new implements, and 
those not using them are feeling the pressure 
of low cost competition. Undoubtedly this is 
one of the factors in the demoralization of 
prices. 

Distribution of Benefits 


The purpose of this brief and sketchy re- 


view of a few typical industries has been to: 


emphasize the tendency to rapid changes 
throughout industry, the service and risks of 
capital investments in connection therewith 
and the broad distribution of benefits resulting 
from industrial progress. Whatever incidental 
losses may be borne by capital or labor from 
changes in the industries, it is certain that an 
increasing production of all comforts per head 
of the population is the basis of social prog- 
ress. Moreover, the character of goods sold 
shows that the “rich” absorb only a small part 
of the goods and services produced by the in- 


dustries. The representations which are fre- 
quently made concerning the ownership of 
wealth in this country have little bearing upon 
the distribution of current production, which 
is the matter of prime importance. 


The record of the industries has been one 
of constant progress; larger capital invest- 
ments and increased efficiency in operations, 
with the results appearing partly in wage in- 
creases and partly in lower prices or service 
charges. The war, and period of inflation fol- 
lowing, forced a great rise of wages and prices, 
but by new methods the industries have been 
able to absorb a large part of the rise of prices 
which otherwise would result to the public 
from the rise of wages. If there is a single 
exception to this rule among the more im- 
portant industries we have failed to find it. 


Real Wages Naturally Rising 


This is not an argument against rising 
wages. On the contrary, it shows that the 
trend of real wages must be continually up- 
ward, and that capital investments in industry 
are the chief factor in the trend. This show- 
ing supplements the Internal Revenue report 
given last month of the gross and net earnings 
of all corporations engaged in the manufactur- 
ing industries. The only producers realizing 
large profits are those making new products 
or operating new processes, with supply not 
yet fully up to demand, and in due course the 
investment of their own profits, together with 
the attraction of other capital, reduces their 
earnings to the general level. The consuming 
public is the ultimate beneficiary of all im- 
provements in production. 


Even this brief review of a few industries 
shows how labor-saving inventions which 
lower production costs are always creating 
new demands for labor. The cheapening of 
iron and steel and the fact that we consume 
twice as much of them per capita as any other 
country, the improvements in transportation 
and telephone service, the vast development 
of the automobile and electrical industries, of 
the radio, rayon and chemical industries, the 
cheapening of food production—all of these 
signify a rapidly advancing civilization. 

The existing depression does not change 
any of these fundamental facts, except as de- 
velopment for the time is slowed down, both 
by lessened accumulation of capital and re- 
duced demands on the industries. What has 
happened has been a worldwide disorganiza- 
tion of industry and trade, caused primarily 
by the war, and the abnormal stimulus which 
the war and post-war conditions gave to 
prices, industrial development, and the use of 
credit. Out of this unhappy situation industry 
will gradually find its way and normal de- 
velopment will be resumed. 


THE NATIONAL CITY BANK OF NEW YORK 








GE 
4 NEW 


OPPORTUNITIES 


\ 
rT 


OR NEW DANGERS? 





New necessities, new luxuries, 

new fancies and foibles, keep 

American industry constantly 

changing. One-third of our na- 
tional manufacturing output is of merchandise unheard of 
50 years ago. Every day in every line of business from motor- 
boats to millinery some product becomes obsolete, some new 
product comes forward to take its place. 


Whether change brings opportunities or dangers depends 
largely on business management. Thus the attitude of a 
company toward change is an important factor in determin- 
ing the worth of its securities. Earnings and assets are not 
the only criteria. A further index to value, harder to obtain, 
lies in the manner in which the company keeps abreast of 
new developments, protects old markets, establishes new. 


Measuring the character and ability of management is not an 
easy matter. It involves many abstract things not found in 
financial statements. It requires long experience and intimate 
contacts with industry in general. That is the type of ex- 
perience and knowledge First Securities Corporation has de- 
veloped through years of underwriting corporate obligations 
in many fields of business. We invite you to make use of this 
more comprehensive service in selecting securities. 


First Securities Corporation 
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